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HIGHLIGHTS OF BUSINESS IN JANUARY 


Despite seasonal handicaps and labor difficulties in 
a number of fields, business conditions remained favor- 
able in January. Construction set a high for the month, 
thereby maintaining the record pace begun in mid-1949. 
Industrial production increased by 2 percent to 182, the 
highest point since last March, as steel output averaged 
95 percent of capacity during the month and the auto- 
mobile industry turned out over 600,000 cars and trucks, 
also a record for January. Increased activity has also been 
reported in other fields. Durable consumer goods re- 
ceived impetus from the success of the recent furniture 
and household furnishings merchandise shows, and order 
backlogs are reported high in textiles and apparel. Con- 
siderable optimism appeared in evidence, as the bull 
market in stocks surged to new highs. 

The main cloud on the industrial horizon seemed 
to be the coal strike, which by the end of the month 
had begun to affect a number of related industries. Thus, 
freight carloadings in the week ended January 21 were 
down 13 percent from the comparable week of a year 
ago. Retail trade and farming were affected by the usual 
seasonal letdowns, with retail sales in January about the 
same as last January. 


Unemployment at Postwar Peak 

Seasonal layoffs and bad weather caused the number 
of unemployed to rise to a postwar peak of 4.5 million 
in January, almost one million above the December level. 
The increase of 1.8 million from January, 1948, was 
mainly due to growth in the labor force, which is up 1.4 
million over last year. Nonagricultural employment was 
slightly higher and total employment somewhat lower. 

The decline in employment in January was largely 
seasonal in character. Construction and farm employment 
were hard hit by weather conditions. Farm employment 
alone dropped almost 600,000 during the month to 6.2 
million. Nonagricultural employment fell to 50.7 million, 
one million below December. Most of the drop occurred 
in construction and trade, as factory employment was re- 
ported not to have been materially affected. 


Construction at Record Level 


A new record for construction activity in January was | 


set last month with $1.5 billion of new construction. This 
is 16 percent above the January, 1949, level, although 7 
percent below December, 1949. Private homebuilding was 


a principal factor in maintaining this record pace, ac- 
counting for almost 60 percent of the $1.1 billion of 
private construction and running 37 percent above last 
January. All types of public construction outlays also reg- 
istered sharp gains over last January, with public resi- 
dential construction rising the most, up 175 percent. 


Stock Market Surges Upward 

A new bull market appeared to be in the making as 
the stock market rose during January to its highest point 
in over three years. At 204.11, the Dow-Jones industrial 
average stood only about 8 points below the closing top 
of August 13, 1946. The rapidity with which the economy 
recovered from the early 1949 letdown and renewed 
optimism as to the business outlook are said to be pri- 
marily responsible for the recent gains. 

As in the early stages of the 1942-46 bull market, 
high-grade stocks have shown the main improvement so 
far. Though the low-priced, more speculative shares have 
also been rising, the Standard and Poor’s index of low- 
priced common stocks remained 10 percent below the 
August, 1948, high, whereas their index of high-quality 
shares is about 11 percent above its August, 1948, peak. 
The leadership of the high-quality stocks promises to con- 
tinue, as returns of 6 percent and more are obtainable 
from many of these stocks even at present prices. 


Foreign Trade High in 1949 

In 1949 the United States exported $12 billion worth 
of merchandise and imported $6.3 billion. The export total 
was 5 percent below the 1948 figure and 16 percent below 
the record $14.4 billion of goods exported in 1947. The 
amount imported was 7 percent below the 1948 high. As 
a result, the merchandise balance of trade in 1949 de- 
clined slightly to $5.4 billion, 2 percent below 1948. 

Late 1949 trends brought the balance to a new low 
for the postwar period. In the final three months of 
1949, the only months following the recent devaluations 
for which data are presently available, the merchandise 
balance has been down to an annual rate of $3.5 billion. 
This is well under the $6 billion foreign aid of fiscal 1950, 
and about a fourth under the $4.7 billion requested by 
President Truman for fiscal 1951. The improvement in 
exports in December may therefore be expected to 
continue. 
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Deficit No Key to Policy 


“You can’t have everything,” goes the old saying. Yet, 
in government finance at least, that is what many people 
seem to want. They want high and varied expenditure 
programs (See page 8), low taxes, and a balanced bud- 
get. Many never seem to realize that there is an incon- 
sistency in asking for all of these at the same time. 

Many of those who are worried about the deficit fear 
it not so much on its own account, but because it is to 
them the symbol of other, longer-range dangers. Accord- 
ing to this view, it threatens inflation, the continued 
growth of the “welfare state,” and ultimate socialism. 
Thus, the deficit is sometimes blown up to appear the 
biggest of all evils—one to be avoided without regard 
to immediate social or political consequences. 

Even those who do not share all these fears frequently 
regard the deficit as a simple, direct indicator — the sole 
criterion of the soundness of government finance and our 
general position. In trying to examine the usefulness of 
looking at a deficit from this point of view, we have been 
forced to the conclusion that its value is indeed limited. 
By itself, it does not seem to offer a correct approach 
either to the problems of government finance or to the 
more general problems of the economic state of the nation. 


What Is the Deficit? 


The word “deficit” has a familiar sound. It is com- 
monly heard in business and may refer to a concern that 
is “going on the rocks.” But is this the significance of 
the term as applied to government operations? It seems 
not.’ No business includes capital outlays — for construc- 
tion projects like the public works program, or for equip- 
ment like aircraft—in its current losses. No business 
would include loans like the RFC mortgage purchases 
in its losses, at least not until they were known to be 
bad debts. Another difference is that the government does 
not allow for depreciation of its facilities. 

Somehow the deficit has also got tied up with the idea 
of the “welfare state.” Is there some sense in which it 
can be considered an instrument of the welfare state? 
Again it seems not. Deficits occurred long before the 
term “welfare state” entered common parlance — and 
this term does not properly apply to either large military 
programs or the various subsidies paid to special pressure 
groups. Moreover, the welfare state could, like any other 
state, carry on its activities with either a budget deficit 
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or surplus, depending on other circumstances. At a still 
further extreme, a socialistic state might be even better 
able to balance its budget, because it would command the 
entire profits of its publicly-owned industry. 

A deficit or a surplus appears as a result of the way 
things happen to come out, after Congress has thrashed 
out expenditure and tax legislation, and business develop- 
ments have determined the level of income. Either is just 
a residual, the difference between something called total 
budget receipts and something else called total budget 
expenditures. Either can be estimated in advance only 
on the basis of assumptions — such as the Budget Mes- 
sage assumptions of no tax changes and approval of the 
President’s new program, or the Treasury Department’s 
assumption of no change in total personal income in 
projecting tax receipts through the middle of 1951. 














Practical Realities of Government Finance 

Almost everyone agrees that deficits are bad. It may 
take courzge to attack some pet expenditure program, 
or to advocate higher taxes, but the deficit can always be J 
kicked with impunity. The sad part of the situation is that 
kicking the deficit accomplishes so little. 

For the deficit offers no basis for dealing with the 
practical difficulties of managing national affairs. When 
anything has to be done, the real point of attack has to be 
in terms of the specifics of expenditure or revenue pro- 
grams; and in changing any of these, practical politics 
as well as real values has to be considered. 

The fact is, most expenditure programs have some 
real justification. Hardly anyone is willing to argue that 
there is no real tension in the international situation; or 
that the farm price support program did not have its | 
origin in real difficulties; or that real needs for schools 
and highways did not accumulate during the war period. 
The demands underlying practically every program have 
at least some reasonable basis, and the possibilities of 
cutting them appear to have been greatly overemphasized. 

There can be no quarrel with the need for economy 
and efficiency in government. The Administration, in 
full agreement on this point, devotes at least part of its 
energies to holding expenditures down. Dr. Nourse, 
former Chairman of the Council of Economic Advisers, 
who expressed his dissatisfaction by resigning, states that 
some credit is due the executive branch on this score. 
Like other students of the budget, he arrives at the con- 
clusion that it cannot be balanced by merely improving 
efficiency, but only by eliminating functions or programs. 
This is the point where politics comes in, as most Con- 
gressmen would rather “team up” to get their own 
projects through than to kill off the other fellow’s. 

It is easy for anyone to say that this or that should 
be cut and to set up a schedule of changes that would 
eliminate the deficit. No doubt, if any of us were dictators, 
we would quickly put the necessary cuts into effect; but 
equally without doubt, others are glad that we are not. 
Perhaps some unnecessary spending is part of the price 
we have to pay for having our kind of government. 

On the revenue side, also, it is difficult to obtain desir- 
able changes. It is easy to agree on the need for reform 
of the tax structure; but there is always wide disagree- 
ment on the specific changes needed. Even flagrant 
cases of tax avoidance, like those mentioned by President 
Truman involving movie stars and oil men, are difficult 
to correct, since the favored groups can take advantage 
of the general desire for lower taxes to block action. 


(Continued on page 6) 
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MUSICAL INSTRUMENTS 


Musical instruments have come a long way from the 
clay drums and whirring bones used by primitive man to 
frighten away evil spirits. Although most of the instru- 
ments in use today appeared in their present form during 
the 17th and 18th centuries, the history of earlier forms 
in Europe can be traced back to prehistoric times. 

The manufacture of musical instruments has retained 
many of the original handicraft techniques, used since 
the Renaissance. Instrument producers in the United 
States employ thousands of skilled craftsmen who make 
everything from plywood for drums and stringed instru- 
ments to cast-iron piano frames. 

The manufacture of pianos and organs dominates the 
field. American piano and organ makers shipped $68 
million worth of goods in 1947, more than twice as much 
as the value of the shipments of all other musical instru- 
ments combined. 

About 30 companies in Illinois manufacture one or 
more instruments, and approximately a dozen firms make 
instrument parts or cases. The majority of these concerns 
have their factories in Chicago; others are in Quincy, 
Rockford, Oregon, Highland, Decatur, and De Kalb. 


Pianos — An Illinois ‘‘First’’ 

Piano manufacturing in the United States reached a 
peak in the early 1900’s. Highest dollar sales were re- 
alized in 1923, totaling almost twice the $55 million of 
1947. The industry was hard hit by the depression, making 
only 27,000 pianos in 1932. Then manufacturers intro- 
duced a small upright piano called the spinet, which 
started the industry on the road to recovery, and by 1935 
shipments were up to 65,000. The trend toward the spinet 
has continued. Only about 4,000 of the 147,000 pianos 
produced in the United States in 1947 were grands or 
baby grands. In 1948 the industry was still filling the 
backlog of demand which resulted from the complete 
shutdown of piano production during the war, and the 
164,000 pianos produced in that year represented the 
largest volume since the 1920’s. 

In 1947 the seven companies making pianos in Illinois 
led the nation with a product value of $15 million, 28 
percent of the national total. Illinois piano manufacturers 
employed 2,000 of the 7,000 workers in the industry, pay- 
ing approximately $6 million in salaries and wages. 

The Illinois companies include some of the top piano 
manufacturers in the business. Kimball, Conover-Cable, 
Wurlitzer, Story and Clark, Gulbransen, Starck, and 
Haddorff are all widely known makers of fine pianos, 
some of them with international distribution. The W. W. 
Kimball Company of Chicago, one of the oldest firms 
in the industry, has the nation’s largest piano factory. 


New Trends in Piano Production 

As a means of home entertainment the piano has sur- 
vived the competition of the phonograph and the radio, 
but it appears that television may prove to be still another 
threat to sales. Some members of the industry feel that 














the novelty of TV, plus the fact that a television set costs 
a good deal less than a piano, partly accounts for the 
slump in piano retailing that occurred during the early 
months of 1949. Shipments began climbing again in Oc- 
tober, however, and most of the 27 companies in the in- 
dustry have indicated that the outlook for sales in 1950 
is good. It has even been suggested that any depressing 
effect television may have on piano sales will probably 
not be permanent and that, if it causes people to spend 
more time at home, it may actually help piano sales. 

Most of the companies in the piano industry are mod- 
ernizing their plants in order to streamline manufacturing 
processes. In addition, new manufacturing and retailing 
techniques are being experimented with. A few companies 
are using portable trailer showrooms in order to reach 
rural customers. One company in the East is trying out 
the substitution of aluminum for the traditional cast iron 
in piano frames. Although aluminum would considerably 
reduce the weight of the piano, it would still have to 
withstand the 30 tons of pressure exerted by the strings 
of an ordinary piano. 


Other Instruments Made in Illinois 


In addition to piano manufacturers, there are a num- 
ber of concerns in Illinois producing a variety of other 
musical instruments. Many of these companies are out- 
standing in their fields. J. C. Deagan, Inc., of Chicago, is 
the nation’s largest producer of chimes, bells, vibraharps, 
xylophones, and marimbas. 

Another Chicago concern, the Slingerland Drum Com- 
pany, is said to be the largest exclusive drum manufac- 
turing company in the country. The Wurlitzer plant at 
De Kalb is the largest accordion factory in the United 
States, and several Chicago firms are outstanding in the 
manufacture of stringed instruments. One of them, the 
Kay Musical Instrument Company, is the largest stringed 
instrument manufacturer in the world. 

Illinois is an important manufacturer of organs and 
was responsible for over 40 percent of the $20 million 
in shipments of piano and organ parts made in the United 
States in 1947. The Wicks Organ Company at Highland 
is the only concern in Illinois engaged in the production 
of pipe organs, but there are five firms in the State manu- 
facturing electric organs. The Hammond, the original 
electric organ, is made by the Hammond Instrument 
Company in Chicago. 

The electric organ is completely different from the 
pipe organ in its method of tone production. It uses 
vacuum tubes to magnify sounds created in a number of 
ways. The Hammond uses revolving discs, and Wurlitzer 
employs wind-activated reeds. The tones of a purely 
electronic organ are produced by oscillating vacuum tubes. 

In 1947 the value of electric organs sold in the United 
States was almost double the value of pipe organs, de- 
spite generally lower unit cost, an indication of how 
popular the new instrument has become since its in- 
vention in 1935. 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 
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Item 


December 
1949 


Nov. 
1949 


Percentage 
Change from 






Dec. 
1948 








Personal income! 
Manufacturing! 
| eee 
Inventories 
New construction activity’ 
Private residential 
Private nonresidential....... 
Public nonresidential........ 
Foreign trade! 
Merchandise exports 
Merchandise imports....... ‘ 
Excess of exports 
Consumer credit outstanding? 
Total cred 
Installment credit 
Business loans? 


ae 


Annual rate 
in billion $ 


211.5 + 1.0] — 2.5 

199.28 — 4.0} —13.1 
30.8% >| + 1.0) — 9.7 
8.3 — 3.5 | +26.1 
6.4 — 7.8) — 8.1 
4.4 —18.5 | +17.4 
11.3 +12.8 | —28.4 
7.3 + 1.9} —16.0 
4.0 +39.7 | —43.4 
18.8> + 5.5 

10.9» + 4.5 

13.9» + 0.9 

27.8 —23.7 




























ILLINOIS BUSINESS INDEXES 


Industrial production? 
Combined index............ 


Durable manufactures....... 
Nondurable manufactures. . . 


Minerals 
Manufacturing employment‘ 








Production workers 


Average hours worked....... 
Average hourly earnings..... 
Average weekly earnings..... 





Electric power! 
Coal production?............. 


Payrolis—manufacturing?..... 


Bank debits’ 
Farm prices® 











Construction contracts awarded® 


Consumers’ price index*....... 


December Percentage - seb 
saat 1949 Change from Factory worker earnings 
(1935-39 | Noy. Dec. 
= 100) 1949 1948 
a 291.5 +10.0 | + 1.1 Department store sales* 
at 97.0 —18.8 | —37.2 
Employment —manufacturing’. . 114.2 + 2.0} —11.0 Wholesale prices* 
..| 270.5 + 5.1} —11.6 All commodities 
Dept. store sales in Chicago*....| 230.1" | + 3.7 | — 4.2 Farm products 
Consumer prices in Chicago®....| 173.2 — 1.2}; — 1.3 Foods........ 
Construction contracts awarded®| 312.0 +21.3 | + 2.3 2 rr 
LIER CE MT 302.5 +13.7 | —21.4 Farm prices* 
A I fis 205.5 — 2.1] —14.9 Received by farmers 
Life insurance sales (ordinary)®..| 193.8 +10.7} + 0.5 Paid by farmers 
--| 243.3 | +1.0] — 0.5 Parity ratio 


Petroleum production”....... 








+ 2.9) — 7.3 
+12.2 | —12.6 
— 1.7] + 0.6 
— 7.1 | —16.0 
+1.9| — 8.8 
+1.5/ — 0.7 
+1.5| + 0.9 
+ 3.1) + 0.1 
— 3.0} +33.9 
+ 6.2] — 3.0 
—- 0.7/ — 2.3 
—- 0.2| — 6.8 
— 1.0] —12.4 
—- 2.0] — 8.5 
+03) — 5.0 
—- 1.3 | —11.9 
+0.4| — 2.4 
— 2.0] —10.1 
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Production: 
Bituminous coal (daily avg.) 
Electric power by utilities 


thous. of short tons. 
mil. of kw-hr ot ee SE 


Motor vehicles (Wards)............. number in thous.. 

Petroleum (daily avg.).............. thous. bbl.. 

PE) rica tis Cité eid a 6 Kin dues Ee 1935-39=100....... 
Freight castoadings. ........sccscccens thous. of cars....... 
Department store sales................ 1935-39 =100....... 
Commodity prices, wholesale: 

en re 9926 160... 00055 

Other than farm pane: and foods. .1926 


28 commodities. ..... 
Finance: 


ee RE mil. of dol. 
number 


Failures, commercial 








1950 1949 
Jan. 28 Jan. 21 Jan. 14 Jan. 7 Dec. 31 Jan. 29 
1,250 1,210 1,237 1,130 1,277 1,747 
57972 6,041 6,029 5/695 53493 5/810 
133.5 150.8 147.0 110.3 106.7 113.0 
4,893 4,899 4,865 4,865 4,933 5,439 
200.5 202.9 200.7 198.4 192.3 208 .8 
636 619 631 507 496 679 
223 230 233 205 197 218 
150.7 150.9 151.4 150.6 151.1 159.5 
145.1 145.2 145.2 145.1 145.5 152.9 
249.4 249.2 250.0 249.7 247.7 283.7 
13,871 | 13,861 | 13,857 | 13,851 | 13,904 | 15,381 
232 231 207 161 109 136 



































Source: 


Survey of Current Dusiness, Weekly Supplements. 
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RECENT ECONOMIC CHANGES 


Production Holds Up 

Despite the coal shortage and a Chrysler strike, two 
of the most important heavy industries maintained pro- 
duction at a high level in January. Steel production 
averaged about 95 percent of capacity, or 1,790,000 net 
tons of ingots each week; anid was reportedly held down 
only to conserve coal supplies. Automotive production 
rose rapidly after the year-end model change-overs, rising 
from 110,000 vehicles in the week ended January 7 to 
150,000 cars and trucks in the week ended January 21. The 
onset of the Chrysler pension strike the next week cut 
production by 16,000 units and, according to the trade, 
will prevent the achievement of a new first-quarter record. 
Coal production, on a three-day week basis, continued at 
a level somewhat above one-half of production for five 
days weekly. 

According to the American Iron and Steel Institute, 
production of steel ingots and castings totaled 77,860,943 
tons in 1949, with output averaging 81 percent of the in- 
dustry’s rated capacity. The addition of 3,271,870 tons to 
annual potential steel output in 1949 brought the total 
to 99,392,800 net tons, about 4 million tons over the war- 
time high, and a new record. 

The Federal Reserve Board has placed the index for 
December industrial production at 178 percent of the 
1935-39 base, a 5 point increase over November and the 
highest point since last April. The rise was attributed 
to increased production of durable goods, which rose from 
180 percent in November to 202 percent in December. 
Nondurable goods production remained at substantially 
the same rate. 


Employment Down 
A seasonal drop in business activity caused a decline 
of 1,609,000 in the number of employed workers and an 
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increase of 991,000 in unemployment to a postwar high 
of 4,480,000 workers. More than 600,000 temporary 
workers withdrew from the labor force. Nonagricultural 
employment, even though it dropped sharply from De- 
cember, exceeded that of January, 1948. Bureau of Census 
data, in thousands of workers, are as follows: 


January December January 


1950 1949 1949 
Civilian labor force.......... 61,427 62,045 60 ,078 
RRP 56 ,947 58,556 57,414 
er ree 6,198 6,773 6,763 
Nonagricultural........... 50,749 51,783 50,651 
Unemployment............. 4,480 3,489 2,664 


The accompanying chart shows that even though 
total unemployment in 1949 was considerably higher 
than in 1947 and 1948, nonagricultural employment in 
1949 remained for the most part well above 1947. In the 
last four months of the year the number of nonfarm 
workers on the job compared favorably with the postwar 
boom year of 1948. 

A record $56.20 was the average weekly pay received 
by 11.5 million production workers in December, as 
wages recovered to exceed the pre-recession high of 
$56.14 set in December, 1948. Average weekly hours for 
all manufacturing firms increased from 39.2 to 39.8. Most 
of the increase in wages was caused by the post-strike 
recovery in December, but average hourly wages were 
also up slightly in many cases. 


Department Store Sales Lag 


In spite of January bargain sales, clearance sales, 
and “white” sales, department store sales in the four 
weeks ended January 28 were 8 percent below those of 
the corresponding period of 1949. Chiefly responsible for 
the month’s comparatively low sales was the January 2 
holiday, which shortened the first week to five days. Sales 
of that week were cut 25 percent below the correspond- 
ing week of 1949. The month’s drop was shared by all 
but one section of the country; only the Kansas City 
Federal Reserve District, with no change, did not show 
a decline. Throughout the month, however, sales im- 
proved, and in the last week, with seven of the twelve 
reserve districts showing improvements over the previous 
year, the national total was 2 percent higher than in 1949, 

The Federal Reserve Board has also reported that 
consumer credit jumped 5.5 percent during December, 
from $17,810 million to $18,788 million. This is $2,469 
million over the year-end 1948 figure. Nearly all of the 
yearly increase in consumer credit was concentrated in 
installment buying, which rose $2,312 million over the 
end of 1948. 

Total retail sales for December are estimated at $12.8 
billion by the Office of Business Economics, about 2.5 
percent lower than December, 1948, sales. After seasonal 
adjustment the decline from November to December was 
only 1 percent. A 10 percent decline in automotive sales 
connected with model change-overs was the chief factor 
in the decrease. 


Trade Gap Widens 


Net exports of the United States, the excess of exports 
over imports, increased again in December, to $338 mil- 
lion from $242 million the previous month. Gross exports, 
rising from $836 million in November to $943 million in 
December, were still 6 percent below the average 
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monthly figure for the first eleven months of 1949. Im- 
ports rose at the same time from $594 million to $605 
million, 11 percent over the January-November monthly 
average for 1949, Total merchandise exports for 1949 
amounted to $12,000 million, whereas imports totaled 
$6,626 million, leaving a gap of $5,374 million to be cov- 
tred by sale of such invisibles as shipping, insurance, and 
banking services, and by our foreign aid program. 

The third quarter visible trade gap, totaling $872 
million, was considerably under the net Federal govern- 
ment aid of $1.2 to $1.5 billion extended in each of the 
first three quarters of the year through the European 
Recovery Program and aid to other countries. This con- 
tinued high level of aid, together with their somewhat 
lower trade deficit with the United States, has enabled a 
number of countries to add small amounts of badly 
needed dollars or gold to their dangerously low reserves. 


Prices Continue Steady 

Wholesale prices continued substantially level, rising 
less than one-half of one percent during January, to 151.1 
percent of the 1926 average on January 31. Most of the 
slight increase reflected higher prices for farm products. 
The accompanying chart shows graphically that the de- 
cline in prices during 1949 was caused largely by falling 
prices for foods and farm products, and since June almost 
entirely by declines in food and farm prices. 

Increases in the prices of truck crops and meat 
animals in the month ended January 15 raised the re- 
vised index of farm prices received to 235 percent of the 
1910-1914 average, 2 points above the December 15 index. 
During the same period, however, prices paid by farmers 
rose more sharply to 249 percent of the base, so that the 
parity on the new basis fell from 95 to 94. 

The consumers’ price index continued steady, falling 
only 0.7 percent in the month ended December 15 to 167.5 
percent of the 1935-39 average. A decrease in food prices 
from 200.8 percent to 197.3 percent was the main cause 
of the decline. Of the other subgroups, only apparel 
showed a price decrease; housefurnishings showed no 
change and the fuel-electricity-ice, rent, and miscellane- 
ous groups were marked by fractional increases. 
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Deficit No Key to Policy 
(Continued from page 2) 


On the best appraisal that can now be made of prob- 
able action in Congress, the deficit will continue, at least 
into 1951. Support for expenditure programs and for tax 
limitations or reductions is so great that balancing of the 
budget in the near future seems unlikely. But this does 
not imply doom or disaster. A deficit of the current mod- 
erate amount presents no serious problem. If a $5 billion 
deficit continued for twenty years, adding $100 billion 
to the national debt, interest charges would rise from 
$5 billion to $7 billion annually, but would still represent 
only a sixth of a $43 billion budget. 


Economic Effects of Deficits 

The complexities that surround the deficit are not con- 
fined to the problems of government finance but affect 
equally the problems of economic response. Last month, 
it was pointed out that the growth of the deficit had been | 
accompanied by deflation rather than inflation. Since then, 
unemployment has risen to a postwar high of 4.5 million 
in January. Now, not only are available labor reserves 
practically unlimited, but the army of the unemployed is 
near the upper limit of tolerance. More than a little im- 
provement will be needed to eliminate the recurring un- 
employment problem. 

Consider how changes in the deficit could affect the 
outcome. Again the answer has to be given in terms of 
expenditures and receipts. A deficit growing because tax 
receipts are falling with a decline in income moderates 
the decline a little, but cannot be a positive force for 
recovery. In fact, the total effect of a growing deficit 
produced by sharply falling tax receipts and less rapid 
expenditure reductions could well be deflationary. Re- 
ductions ifi tax rates might be tried, but most of these 
would provide an inefficient means of compensating the 
decline, and would prabably add more to the problem of 
government finance than they contributed to economic 
activity. Alternatively, expenditure programs could be 
expanded. Any of these measures would add to the deficit 
without producing any threat of inflation. 

Furthermore, equal dollar changes in expenditures 
and revenues are not necessarily equal in economic effects. 
The tax changes proposed by President Truman, with a 
decrease in excise taxes offset by increases in certain 
income taxes, would be stimulating without affecting the 
deficit. Similarly, some expenditure programs would be 
more stimulating than others; for example, to the extent 
that mortgage purchases merely displace private capital, 
such expenditures have little effect. In boom periods, a 
deficit tends to be self-correcting if expenditure pro- 
grams are held even fairly stable, because tax receipts 
quickly catch up. Yet, the increase in tax receipts places 
little restraint on the advance; and an increase in pro- 
grams fully covered by higher tax receipts could well be 
inflationary, especially if concentrated in key areas. 

All this again reinforces the conclusion that the 
deficit is no key to policy. In any situation, it is necessary 
to consider the specific types of program and tax changes 
that could be effective, and their relative advantages to 
the nation. Certainly, if business activity falls, there is 
little hope of eliminating the deficit, or even of holding 
it constant. At a time when unemployment is already be- 
coming a problem, the wisest course hardly seems to be 
frightened by the mere thought of a deficit into indiscrim- 
inate cutting that might initiate a serious decline. VLB 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


Wartime Agricultural Mobilization 


Wartime Economic Planning in Agriculture (New 
York: Columbia University Press, $6.75) is an analysis 
of the nation’s wartime experience in the mobilization 
and allocation of agricultural resources. This study, by 
Professor Bela Gold, points out that agricultural mobili- 
zation during the war failed to achieve its goals, which 
included easing import deficiencies, maximizing food 
supplies, reducing excessive domestic consumption, and 
minimizing agriculture’s demand on productive and dis- 
tributive resources. Although production did increase, 
the requirements of war were universally underestimated 
by agricultural planning, and it became clear that effective 
mobilization was not synonymous with maximum output. 
The difficulties involved in mobilizing agriculture during 
the war are relevant both to peacetime problems of gov- 
ernment regulation and to possible future preparedness 
programs. 


Plastic Packaging 


Flexible bags, foils, and window-type containers have 
been proved to stimulate consumer demand and increase 
impulse buying. This has led to a trend toward prepack- 
aging, especially in meats, vegetables, and fruits. A De- 
partment of Commerce release, Trends in Plastic Pack- 
aging, analyzes developments and trends in plastic and 
transparent packaging, with especial regard to their in- 
fluence on the growth of self-service stores. The release 
may be obtained from either the Chicago or Milwaukee 
office of the Department of Commerce (10¢). 


Stock Certificates 


Many security holders have no idea how their stock 
is issued and transferred. A graphic description of the 
procedures involved in the manufacture and sale of stock 
certificates is contained in a recent issue of The Lamp, 
a publication of the Standard Oil Company of New 
Jersey. Entitled “Precious Paper,” the article tells what 
happens between the time a security holder instructs his 
broker to purchase stock for him and the arrival of the 
stock certificate. It also gives instructions as to the pro- 
cedure for replacing destroyed, lost, or stolen certificates. 
Reprints of the article are available from the Standard 
Oil Company (New Jersey), Room 1626, 30 Rockefeller 
Plaza, New York 20, N. Y. 


New Products 


Newsprint and book grades of paper have been suc- 
cessfully manufactured for the first time from bleached 
pulp produced from bagasse, the waste of sugar cane. 
Newsprint made at the Chemical Paper Manufacturing 
Company in Holyoke, Massachusetts, was tested last 
month by a Holyoke daily newspaper before a gathering 
of printing experts from this country and from abroad. 
They expressed satisfaction with both the action of the 
paper in the press and the appearance of the paper, which 
has good receptivity of ink and a fine white color. 

Plans for the manufacture of frozen milk which 
would have the exact taste and food content of fresh 
milk were revealed at the January Frozen Food Conven- 
tion in Chicago. Although it is still two or more years 
away from commercial development, the industry is con- 


fident that the milk, which would come in a six-ounce can 
like frozen orange juice, will eventually “change the en- 
tire character of the dairy industry.” 


Consumer Saving 


The January Federal Reserve Bulletin contains a re- 
port on a recent Federal Reserve survey on “Distribution 
of Consumer Saving in 1948.” Consumer saving in 1948 
saw a continuation of the gradual changes in saving pat- 
terns that have been going on since the war: an increas- 
ing proportion of consumer spending in excess of money 
incomes, and an increasing proportion of total net saving 
accounted for by the highest third of the income distri- 
bution —largely due to increased dissaving by lower 
income groups. Approximately half of all spending units 
in 1948 reported some indebtedness, and there was a 


somewhat greater use of credit and less spending of 


liquid assets. 

A more simplified presentation of recent trends in 
consumer saving is contained in an article on “Consumer 
Income and Saving, 1945-1949” in the December issue 
of the Monthly Labor Review. The article discusses the 
very large and rapid shifts in postwar rates of personal 
saving. As shown by the chart, there have also been 
significant changes in forms of saving. Liquid saving, 
which formed the bulk of total saving during the war, 
experienced a sharp decline after 1945, which extended 
until 1948. At the same time, there was a very large 
increase in saving in the form of durable goods and 
houses, almost unavailable in wartime, a trend which has 
continued through the latest fiscal year. The components 
of liquid saving have greatly changed during the postwar 
period, with currency and bank deposits declining sharply 
and government bonds dropping to a postwar low in 1948. 


GROSS SAVINGS OF INDIVIDUALS 
(By fiscal years) 
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THE FEDERAL BUDGET FOR FISCAL 1951 






W. M. CAPRON, Assistant Professor of Economics 


Even before January 9, when President Truman sent 
his 1951 Budget message to the Congress, members of 
both Houses and both parties had made it abundantly 
clear that the level of Federal expenditures and revenues 
for the year beginning next July 1 would occupy the 
center of the legislative stage for most of the current 
session. A record number of legislators have placed them- 
selves on the economy bandwagon and expressed their 
views that a balanced budget — or at least a sharp reduc- 
tion in the deficit — is necessary. It is, however, generally 
recognized that there are many factors which will make 
movement toward this goal difficult of achievement. 

The Budget presented by the President embodies esti- 
mates of the amounts necessary to carry out the program 
of the Federal government in the coming fiscal year, and 
compares these estimates with the figures for the current 
and preceding years. Chart 1 shows Federal expenditures 
and receipts beginning with 1938 and the resulting deficits 
or surplus, including estimated figures for 1950 and 1951. 
(Fiscal years used throughout.) 

A decline in total estimated expenditures in 1951 to 
$42.4 billion from the 1950 level, estimated at $43.3 
billion, will be matched in part by a decline in revenues 
estimated to be $37.3 billion in 1951, compared with $37.8 
billion in the current year, so that the deficit will be 
at about the same level, falling slightly from $5.5 billion 
in 1950 to $5.1 billion in 1951. These figures for postwar 
years can be contrasted with those for 1939, when, with 
total expenditures of $9 billion, the deficit was $4 billion. 
The great increase in the level of outlays underlines the 
changed role in world affairs which this country is being 
forced to play, plus the changing role of the government 
in our domestic economic life, and the continuing impact 
of the Second World War. 

The estimates of receipts for 1951 included in the 
Budget message are based only on existing tax legislation. 
Senator Douglas of Illinois and others regard these reve- 
nue estimates as overly conservative and feel that the 
deficit is thereby exaggerated. Moreover, since delivering 
his Budget message President Truman has proposed 
changes in tax laws which on balance would increase 
revenues. Although calling for reduced excise taxes, his 


proposal includes a recommendation for increased cor- 
porate income taxes and the plugging of certain loop. 
holes in existing legislation. 


Expenditure Programs 


A proper appreciation of these aggregate figures 
requires a closer look at the major components of the 
Budget. For 1951 the President estimates that about 7] 
percent of total expenditures will be for “financial re. 
quirements to pay the costs of past wars and to achieve 
a peaceful world.” Included under this general heading 
are the first four items in Chart 2, which shows Federal 
expenditures for 1949, 1950 and 1951, classified by major 
governmental function, in order of size. 

Expenditure estimates for these purposes are $18 
billion below 1950, and $3.4 billion below 1947, the peak 
postwar year, when these items represented 85 percent 
of the total budget. By way of contrast, we may note that 
in 1939 outlays for these four key categories were not 
only much below present levels in total amount, but repre- 
sented only 24 percent of the total budget. 

The projected 1951 decline in these expenditures is 
accounted for in the main by a decrease in outlays for 
foreign aid and for veterans. These reductions more than 
offset a moderate increase in national defense expendi- 
tures from $13.1 billion to $13.5 billion. The reduction in 
international affairs and finance results chiefly from an 
estimated expenditure for the European Recovery Pro- 
gram of $3.3 billion compared with the present rate of 
$4.1 billion, plus a drop in aid to occupied areas. 

Other expenditures, which make up the remaining 29 
percent of the 1951 Budget, total $12.5 billion, or about $1 
billion more than the 1950 level. On Chart 2, three com- 
ponents of this section of the Budget show substantial 
increases. The increase of some $400 million in expendi- 
tures for the first of these — social welfare, health, and 
security — brings outlays for this function to their high- 
est level since 1939, and is accounted for primarily by 
additional grants-in-aid to state governments for public 
assistance programs and an increase in outlays for public 
health activities. 

In the next category, natural resources, the estimate 
for the Atomic Energy Commission 
(which is included here and not under 
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national defense) calls for an additional 
$150 million, while the outlays for flood 
control and reclamation will require 
-v0 about $250 million more than last year. 
These funds are required to complete 
projects already authorized; no new pro- 
— grams are contemplated. 

Almost $1 billion in outlays for 
housing and community development 
will go for mortgage purchases by the 
RFC in support of the private mortgage 
market; for most of this outlay the gov- 
ernment will subsequently be reimbursed. 
Also, the President recommends loans 
for housing for middle-income groups, 
as well as expanded aid to localities in 
slum clearance and redevelopment proj- 
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primarily by the proposal to make grants to localities to 
aid in elementary and secondary school operation. 

The estimated outlays for agricultural activities antic- 
ipate lowered requirements for price supports as a result 
of more effective acreage allotment and marketing quota 
programs. The remaining activities of the Federal gov- 
ernment are anticipated to require approximately the 
same amounts as in 1950. 


How Much Economy Is Possible? 

The President included in his estimates of 1951 ex- 
penditures the amounts required to implement legislation 
which he has proposed. In answer to attacks on this pro- 
gram on economy grounds, it has been pointed out that 
total gross additional expenditures recommended by the 
President to implement his proposed legislation would be 
slightly less than $1 billion. However, one of the Presi- 
dent’s proposals calls for increased postal rates sufficient 
to add nearly $400 million to revenues, and therefore net 
outlays required for these new programs would be only 
$560 million. The fact that such a relatively moderate 
increase would result from approval of the President’s 
program is due in part to the fact that many of the most 
controversial items would be largely or wholly self-sup- 
porting, such as the proposals for health insurance and 
increased social security coverage. 

In practice, the Congress has never been willing to 
commit itself irrevocably on the over-all level of ex- 
penditures, but finds it necessary to examine each item 
in the Budget. This detailed Congressional examination is 
the last of a long and arduous series of screenings to 
which the Budget is subjected. Each item ordinarily un- 
dergoes careful scrutiny at several stages, to ensure that 
it is justified, first within the individual departments and 
agencies and finally by the Bureau of the Budget. There 
are indications that this policy is not without effective- 
ness. For example, Secretary of Defense Johnson has 
indicated that the original requests for funds made by the 
three armed service branches totaled more than $20 
billion, so that the estimate of $13.5 billion in the Presi- 
dent’s Budget represents a drastic slash. 

Washington observers make the point that there is 
a good possibility that Congress may actually appropriate 
more, rather than less, than the President has requested 
for certain functions, especially since this is an election 
year. There is the possibility that Congress may again 
demand a larger Air Force than was called for by the 
President, adding to expenditures in this area. Similarly, 
nearly every item in the Budget finds strong support from 
some group in the nation which derives especial benefit 
from it. 

Careful examination of the details of the recom- 
mended 1951 Budget appears to justify the President’s 
statement that this Budget holds the promise for a con- 
tinuing decline in expenditures for future years. This is 
true, despite the fact that certain of the newer programs 
will undoubtedly call for some increase in required outlays. 

In considering the ‘over-all economic impact of the 
Budget, economists frequently call attention to the cash 
transactions of the Federal government with the public. 
These figures differ from the regular budget expenditure 
and receipt figures in that they exclude non-cash and 
intra-governmental transactions, which consist in large 
part of transfers of funds between regular government 
accounts and trust funds, for example, Social Security. 
According to estimates for 1951, cash receipts will rise 
from $41.7 billion in the current year to $43.1 billion, 


while payments to the public decline from $46.5 billion 
to $45.8 billion, resulting in a decrease in the excess of 
payments to the public over receipts, from $4.8 billion 
to $2.7 billion. On this basis, the 1951 Budget represents 
a substantial decrease in the economically significant 
cash deficit, although the regular deficit estimate of $5.1 
billion for 1951 represents little change from 1950. 

Any answer to the statement that Federal expendi- 
tures must be cut at all costs has to be made with regard 
to the large proportion of war-connected expenditures. 
If consideration is given to the role that our government 
is currently called upon to play in international and do- 
mestic affairs, then it must be recognized that there are 
serious limitations on the possibility for significant varia- 
tions in the level of governmental expenditures. 

Just as all of us are against sin, so we all oppose 
waste in government. Most people agree that there are 
possibilities for greater economy in the execution of gov- 
ernmental activities. The question is, however, how best 
to get economy without endangering necessary and im- 
portant Federal functions. There seems to be considerable 
doubt as to whether “across the board” cuts in the Budget 
are the most efficient or dsirable method of achieving 
economy. 

Moreover, once it is decided that any function should 
be performed by the Federal government, it would be 
contradictory to withhold the necessary funds from the 
agencies charged with carrying out that function. What- 
ever view is held on this issue, there is little doubt that 
the members of Congress undertake a difficult and im- 
portant task in deciding what funds are necessary to im- 
plement the Federal program and how these funds should 
be provided. 
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LOCAL ILLINOIS DEVELOPMENTS 


Significant gains were recorded by most Illinois busi- 
ness indicators in December over the preceding month. 
Electric power production was up 10 percent, construc- 
tion contracts awarded rose by 21 percent, bank debits 
increased 14 percent, and sales of ordinary life insurance 
advanced 11 percent. Coal production was the one major 
industrial activity that failed to gain in December. Output 
dropped to 3.5 million tons during the month, down 19 
percent from November, as a result of the 3-day work 
week observed by most miners in the State. 

A slight seasonal increase in petroleum production 
in December brought the year’s total to 65 million barrels, 
the same as in 1948. A total of 2,729 wells was drilled 
during the year, 240 more than in the preceding year. 
Peak activity in 1949 well drilling was reached in De- 
cember, when 299 wells were completed, most of them in 
Fayette, Lawrence, and Edgar counties. 


Department Store Sales 

Although department store sales throughout the 
State in December averaged 44 percent above November, 
sales were slightly below the December, 1948, record. For 
the year, department store sales in Illinois were off ap- 
proximately 6 percent from 1948. Joliet was the only re- 
porting Illinois city for which department store sales in 
1949 exceeded 1948 sales. 

Total retail sales in the State in 1949 were probably 
slightly in excess of the 1948 level, judging by the State 
Treasurer’s report that the retail sales tax produced a 
record high of $170 million in 1949, 1.5 percent above 
1948. Retail sales in Chicago stores in 1949 were down 
2 percent from 1948, according to the Bureau of the 


SALES OF RETAIL STORES IN CHICAGO 
(Percentage change, 1948 to 1949) 
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Census. A breakdown of sales by selected groups oj 
stores, as shown in the chart below, reveals that or 
automobile, and radio and household appliance dealer 
showed significant gains in 1949. On the other hand, sale 
of apparel, excluding shoes, and jewelry stores were dow) 
by 10 percent or more from their 1948 levels. 


Employment and Payrolls , 
A 2 percent gain in manufacturing employment anja NO 
a 5 percent rise in payrolls in the State were recorded for Cc 
the 30-day period, November 15 to December 15. Jolie 
showed the largest gain, but this primarily represented} A 
call-backs of workers who had been laid off in October 
because of the steel and coal strikes. Compared with 
December, 1948, manufacturing employment and payroll E 
in the State were off approximately 11 percent, with 
Quincy and Springfield showing declines of 20 percent J 


or more. Bloomington was the only city to report a gain 
over December, 1948. 

The downward trend in employment in the State K 
throughout most of 1949 resulted in increased claims for 
unemployment insurance. Continued claims filed for un. 
employment insurance in Illinois in 1949 averaged 126,00 
a week, approximately double the average number filed 
in 1948. The total amount of benefits paid during 1949 R 
was also about double the 1948 amount. Throughout the 
United States, continued claims filed rose by only 77 
percent although benefits paid in 1949 more than doubled cp 


Construction . 
Industrial developments in the Chicago area in Janw 

ary totaled $22 million, according to the Chicago Asso C 

ciation of Commerce and Industry. This was the largest 

volume recorded for a single month since September, I 


1948, and also the largest January total on record. 
Hotpoint, Incorporated, is planning a $12 million 
refrigerator plant in West Chicago, opposite its former I 
electric range factory. Completion date for the plant is 
set for early summer, 1951, and production is to start ® 
late that summer. About 3,000 persons will be employed ( 
The company plans to manufacture all its 1952 refriger- 
ators in the plant. Retooling of the former range factory 
for the manufacture of home laundry equipment will be 
completed this year. & 
Another important development in the Chicago area ( 
was the announcement by Budd Company (of Phila 
delphia and Detroit), manufacturer of automobile bodies, 
wheels, and steel railroad cars, that it had acquired a site | 
of 140 acres near Gary, Indiana, and would start im- 
mediately to construct a large stamping and body as-| 
sembly plant. 


Prices 

On December 15, the BLS consumers’ price index for 
Chicago stood at 173.2 percent of the 1935-39 average, 
down one percent from November 15. A reduction in food 
costs accounted for the decline, which brought the com- 
bined index 1.3 percent below the December, 1948, index. 

The index of retail food costs in Peoria on Decembet ie 
15 was down to 206.5 percent of the 1935-39 average, 2 
percent below November 15, and approximately 5 percent * 
below December, 1948. In Springfield the index of retail 
food costs was 201.6 percent of the 1935-39 average, down 
1.4 percent from November 15, and 6 percent below the 
December, 1948, level. 
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COMPARATIVE ECONOMIC DATA FOR SELECTED ILLINOIS CITIES 
DECEMBER, 1949 
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moe 
led HF CENTRAL ILLINOIS :. 
MPINGIER.. <0 o nn sce ssinng Sang ae 79 4 wt Ss $ ! $ alt ‘ a 
ov., 1949... +0 +3.8 +116. n.a. +2. +29. | ARS 
ab Percentage Change from. . . {per 1948...| +6.5 44.4 494.5 -9.0 ont. § ie 
$S0- Champaign-Urbana............ Teakae ap ae ae. $ Fy $ Je $ {8 38 
Oov., be +4. +6. +35. na —7. +31. } im 
gest Percentage Change from... { Dec.’ 1948... n.a. n.a. +329.6 —5.8 +13.2 a 
ber, RE ee a Le i686" 78.4 209.0 st , $35 $80 | 
ov., 1949... +2.4 +8. —88. +47.1 +5. +63. 7 
lion Percentage Change from {pee 1948...|  —7.4 -3.9 —43.8 1.4 -3.8 417.9 
mer RS «6 inc cb0sdi-cenae aed eee bears ane =, $ He i $ Ry $ Py. 
: Nov., 1949... —3. -1. +1. +40.9 —2. +49. 
so Percentage Change from. . . = 1948...| —8.8 =$7 +87.8 41.1 —4.5 +10.4 
ved. Cis ois oa aoa ios wa seas as. wr . m,. n.a. $ a 
rer- ov., 1949... —0. _ —95. n.a +65. 
= Percentage Change from. . . a 1948... na. na —31.2 413.8 
be re nner ry mae! reg! 152.4 292.5 . 2 . $ 159 $ 728s 
; Nov., 1949... —1.4 +1. —46. +40. —6. +73.9 
Percentage Change from {De 1948...| 3.3 —10.9 —46.6 =.) ~12.6 423.6 
rea Rie. «cae sc ciunsseccvcnbumacniiiees 98.3 197.3 $ 386 pink $ 3 a 5172 
ila- Nov., 1949... +6. +12. +21. +42. +5. : 
ies Percentage Change from st 1948...| —24.6 —28.7 490.2 ~40 ait “g +161 
site Ray ere Seas 211.9 $57.5 $ 2m see $ ay: $ 7 
. , 1949... 1 4. —25. : 
im- Percentage Change from. . . i oily 65 467.3 = 3 bre 
as- 
SOUTHERN ILLINOIS 
ee RR pt ry 109.7 237 .6 $ 2% ane $ 106 n ay 
, Nov., 1949... +0.3 +7. — 44. +47. +19. +89. 
Percentage Change from... nec.’ 1948...| 8.5 ~10 3 ~76.9 +80 ~20.1 418.6 
r MDM... « «cianiierscticees chee 155.3 423.5 $ e $ 2 $ sot 
’ Nov., 1949... +1. +0. —59. na +1 +52. 
a Percentage Change from. . . {per 1948... —14.5 oll a +17.0 —0.1 +19.2 
m- PI. a bic diab ncnd wis oa theeeaned 70.8 181.3 $ 34 n.a. $ ss 
zB Peng haem. BHR] AES | ES | mae | ng 
,2 Sources: ! Illinois Department of Labor. Data on employment and payrolls include plants in areas surrounding designated cities. 
ant . Research Departments of F ederal Reserve Banks in Seventh (Chicago) and Eighth (St. Louis) Districts. * Local post office reports. Ms 
ail * Total for cities listed. Be 
" » Moline only. a 
he n.a. Not available. a 
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